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On Dec. 16, a declaration on policies required to forestall a global economic recession by 33
respected economists was released in nine cities throughout the world and delivered to finance
ministers and central bank directors of respective countries of origin. One of their major points
was that unless significant action is taken in the near future to reduce national external account
imbalances, a world recession was likely. The declaration stated that "decisive" action is needed in
this area; otherwise, the next few years could be worse than the economic downturn of the 1930s.
The group included 12 US economists (among them a Nobel Prize winner), 12 European economists,
three Japanese economists, and economists from Brazil, Mexico, South Korea, Taiwan, Australia and
Canada. The Latin American participants were former Brazilian finance minister Mario Henrique
Simonsen, and former Mexican finance minister Jesus Silva-Herzog. Additional highlights of the
declaration follow: * Opposition to new efforts toward fixing the exchange rate for the US dollars
vis-a-vis any other currency, prior to the adoption of fiscal and trade policies to reduce worldlevel imbalances. In fact, unless the US government adopts measures to reduce its fiscal deficit,
and governments of several nations adopt measures to reduce trade surpluses, the dollar will fall
still further, and all attempts to forestall its devaluation will be fruitless. * International meetings
cannot serve to correct inadequate national policies. * Financial markets have produced two strong
signals in 1987 that something is seriously wrong with the world economy. These signals were
the pronounced decline in the US bond market in early 1987, and the world-wide stock market
plunge in October. * The major causes of market instability are Washington's huge budget and
trade deficits; large external account surpluses experienced by Japan and recently industrialized
Asian nations; high unemployment rates in Europe; and the Third World nations' massive foreign
debt, and economic stagnation. * One of the most obvious international "diseqilibriums" is the
growing indebtedness of the US vis-a-vis Japan, Europe (especially West Germany), and recently
industrialized Asian countries (especially Taiwan). * The US trade deficit must be reduced by some
$100 to $150 billion in the next four to five years. Given that the US will pay between $30 and $40
billion in debt service up to 1990, the trade account will have to be improved by some $200 billion in
order to achieve the necessary improvement in the current account balance. This means that Japan's
current account must be reduced by $70 to $100 billion (and perhaps disappear altogether), the
European surplus (principally West Germany) must decline by $50 to $70 billion, and the surpluses
of recently industrialized Asian nations must decline by $30 billion.
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